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What is, “Cost of Doing Business™?

@ The process of identifying the costs of a
business and relating them to the various
activities.

@ Cost accounting has three basic functions:

1. Financial reporting
2.  Operational control and enhancement

3. Decision making and strategic planning
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Why Know Our CODB?

@ To determine the hourly cost of service
To set service rates based on factual numbers

@ To make informed decision®ot reactionary,
emotional or gut

@ To demonstrate the effect of expense increase or
decrease, technician wage, rent or a new truck

@ To determine profitability of #lat laborrate offer
@ Achieve desired profit goals from your business
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Cost of Infrastructure Technology & Business Access to

Overall State Hicieas Workforce Quality of Life Economy e Gaoation Education FAeninea Capital Cost of Living
9 lowa 1 21 18 5 37 28 15 11 35 14
33 Arkansas 1 10 45 9 40 44 31 44 35 <
16 Missouri 3 33 34 29 =] 23 17 25 22 8
35 Kentucky 4 22 46 36 16 36 32 36 34 1
23 Ohio 5 50 42 24 - 15 13 42 21 13
28 Oklahoma 6 22 37 4 35 37 42 24 24 3
13(t) South Dakota 7 15 5 11 42 49 20 3 35 26
15 Indiana 8 41 40 30 21 22 12 10 14 15
27 Oregon S 33 20 48 16 20 37 23 19 38
3 North Carolina 9 3 33 41 3 12 18 11 11 22
31 Idaho 11 5 16 38 36 39 45 22 35 12
8 Utah 12 8 14 16 33 25 46 < 23 17
25 Wisconsin 13 46 19 22 22 21 15 28 27 23
37 South Carolina 14 6 42 49 19 26 46 29 35 28
46 West Virginia 15 39 38 13 E 47 38 49 35 16
41 Alabama 16 16 49 39 24 33 44 29 35 11
10 Nebraska 17 17 12 5 31 35 20 5 35 6
- Georgia 18 - 38 35 2 5 7 4 22 16 13 9
18(t) Tennessee 19 =} 47 46 5 24 43 8 26 2
13(t) North Dakota 20 24 g 1 28 48 23 9 35 19
3 Virginia 21 12 26 8 10 11 6 2 10 24
42 Louisiana 22 25 50 28 26 34 33 26 35 21
7 Minnesota 23 36 8 27 15 16 10 20 16 33
22 Hlinois 24 45 28 32 6 6 29 36 5 20
38 Montana 25 30 15 7 34 46 28 46 35 30
40 Maine 26 44 6 34 48 40 9 32 30 39
11 Kansas 27 13 26 16 19 30 24 14 28 7
12 Pennsylvania 27 43 29 19 13 7 8 33 ~ 4 31

Michigan 35 10 34

* AMERICA'S TOP FOR BUSINESS 2011 % | ACNBCSPECIAL REPORT CNBC

CIDST IN BICINESS WART NWINE

21  Wyoming 34 11 4 2 38 50 18 21 35 27
45 Nevada 35 18 44 50 25 37 50 17 29 32
43 New Mexico 36 28 24 25 30 31 39 46 25 29
17  New Hampshire 37 40 2 10 45 29 7 6 20 40
24 Arizona 38 1 . 36
LT = =| http://www.cnbc.com/id/41666606 =
18(t) Florida 40 2 - - - 25
6 Massachusetts 41 31 10 15 29 3 4 15 2 41

- Vermont 42 37 3 21 49 40 - 34 32 42
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Thestudy looked at

@ Taxburden,

@ Property business taxes and even gasoline.

@ Utility costs vary widely by state.

@ \Wages

@ Worker) O2YLISYal UA2Yy AV
@ Rental costs for office and industrial space.
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What do We Need to Calculate CODB?

ServicesDepaemebt's p a r
Own Financial Statements !

Budgeted

INCOME $

Services rendered 100,000 94,600
EXPENSES

Salaries 25,000 25,000
Telephone & internet 6,500 6,500
Water & electricity 14,000 16,000
Property rates and taxes 1,000 1,000
Insurance 7,300 7,300
Advertising costs 1,000 1,000
Fuel 1,800 2,500
Stationery 500 412
Bank charges / interest paid 600 654
Tax expense 3.000 3414
NET PROFIT 39,300 30,820

usal)
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Essential Statements

ASSETS LIABILITIES
Current Assets Accounts Payable

Cash Notes Payable

Cash Equivalents or Near Cash Accrued Interest Payable
Short Term Investments Due to government

0 B I n h Accounts Receivable Loans Payable
Allowance for Bad Debts

Notes Receivable
Interest Receivable +

. . Inventories
I n a n C I a e a t Prepaid Expenses or Supplies EQUITY
= Stockholders' Equity

Non Current Assets el Earnings
Long Term Investments (for corporations)
Land
Buildng Owners' Capital
Furniture & Fixtures (for sole proprietorships)
Equipment Pariners' Capital
Accumulated Depreciation (for partnerships)
Intangible Asses Drawings

ncome Stateme
ADid you make anymoney?

@ Cash Flow Report
ADo you need cash?

{IONAL Coy
W ey,

Y ASTIN

PLIANCE SERVICE TRAINING INSTITUTE
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% floor space = % expenses

@ Revenue = labor and parts sales
@ Operating expenses, rent, utilities, taxes =10%
@ Cost of goods sold = tech wages & parts

@ Other staff wages as % of time spent on
service
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Income Statement

APPLIANCE SERVICE COMPANY
Income Statement

Sales Amount % Sales
Total Income $500,000 100%

Cost of Goods Sold

Direct Costs $250,000 50%

Operating Expenses

Indirect Costs $200,000 40%

Operating Profit $ 50,000 10%

@Income 1T Expenses = Profit
v Basic format but insufficient details

@ Add details that will show revenues in and
expenses out

l o ‘\h;— R
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APPLIANCE SERVICE COMPANY
Income Statement

Sales Amount % Sales
Labor $375,000 75%

Parts 125,000 25%

Total Sales $500,000 100%

Cost of Goods Sold

COGS Parts $ 90,000 18%

COGS Labor $160,000 32%
Total COGS $250,000 50%
Gross Profit $250,000 50%
Operating Expenses

Indirect Costs $200,000 40%
Operating Profit or Loss $ 50,000 10%

@ Cost of Goods Sold (COGS)T n DI rect coc
@®Expensesi il ndi rect costso
@ Operating Income - wh a t 0-srofit @ fods
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% From Income Statement to

@ Managethe exceptions, not the norm

@ Compare % expenses from one month/year to
another previous period

@ Measure trends & seasonal effects on your
business
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Appliance Servi |
Income Statement

General Ledger

Parts Sales
Policy Adjustments
Total Income

@ Separate items are recorded  [enis

Cost of Parts
Total Cost of Goods Sold

IN accounts

OPEARTING EXPENSES
Advertising
Autos & Trucks
Bad Debt
Bank Charges

0 . s Building Maintenance
Accounts define Income an
Computer
Depreciation
eX p e n S e S Dues & Subscriptions
Education & Seminars
Freight
Insurance
Leases
Office Expenses
Phones
Professional Fees
Rent
Salaries
Supplies, Shop & Field
Taxes
Utilities
Total Expenses
Operating Income

OTHER INCOME & EXPENSES
Miscellaneous incomes
Miscellaneous expenses

NET INCOME
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Comparing COD and Warranty CODB
Completed Calls 5,000
Labor Revenue $ 500,000 _
Cost of Goods Sold:
Cost of Labor $ 200,000 _
Gross Profit: $ 300,000 _
Operating Expenses:
Advertising $ 25,000
Autos & Trucks $ 24,000
Bad Debts $ 1,000
Bank Charges $ 300 0 .
Building Maintenance $ 750 S D p tl ' l t
Cash over/short $ 25 e rVI Ce e ar e n
Computer $ 2,400 .
Depreciation $ 5,000 BaSIC I n COI I Ie
Dues & Subscriptions $ 1,000
Education & Seminars $ 3,000 St t m t
Freight $ 3,600 a’ e en
Insurance $ 6,000
Leases $ 1,200
Miscellaneous $ 300
Office Expenses $ 2,500
Phones $ 4,800
Professional Fees $ 4,000
Rent $ 18,000
Salaries $ 75,000
Supplies, shop & field $ 3,600
Taxes $ 25,000
Utilities $ 6,000
otal Expenses $ 212,475

JIONAL Co,
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Comparing COD and Warranty CODB ‘ ‘ ‘

All calls COD TPW Warranty
Completed Calls 5,000 3,800 200 1,000
Labor Revenue $ 500,000 $ 408,000 $ 19,000 $ 73,000

Cost of Goods Sold:

Cost of Labor $ 200,000 $ 152,000 $ 8000 $ 40,000 “ The Same Income

Gross Margin $ 300,000 $ 256,000 $ 11,000 $ 33,000

statement when

Advertising $ 25000 $ 25000 $ - $ -
Autos & Trucks $ 24,000 $ 18240 $ 960 $ 4,800 b ro ke n d Own
Bad Debts $ 1,000 $ 760 $ 40 $ 200
Bank Charges $ 300 $ 228 3 12 $ 60 =
Building Maintenance ~ $ 750 $ 570 $ 30 $ 150 b e g | n S to te I I a
Cash over/short $ 25 $ 25 $ - $ -
Computer $ 2,400 $ 1,824 $ 96 $ 480
Depreciation $ 5,000 $ 3,800 $ 200 $ 1,000 Sto ry
Dues & Subscriptions $ 1,000 $ 760 $ 40 $ 200
Education & Seminars $ 3,000 $ 2,280 $ 120 $ 600
» Freight $ 3600 $ 2736 $ 144 $ 720
7| insurance $ 6000 $ 4560 $ 240 $ 1,200
Leases $ 1,200 $ 912 $ 48 $ 240
Miscellaneous $ 300 $ 228 % 12 $ 60
Office Expenses $ 2500 $ 1,900 $ 100 $ 500
Phones $ 4,800 $ 3,648 $ 192 $ 960
Professional Fees $ 4,000 $ 3,040 $ 160 $ 800
Rent $ 18,000 $ 13,680 $ 720 $ 3,600
Salaries $ 75,000 $ 57,000 $ 3,000 $ 15,000
Supplies, shop & field  $ 3,600 $ 2,736 % 144 $ 720
Taxes $ 25,000 $ 19,000 $ 1,000 $ 5,000
_Utilities $ 6,000 $ 4560 $ 240 $ 1,200
Total Expenses $ 212475 $ 167,487 $ 7,498 $ 37,490

JIONAL Co,
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Setting the Price

"

Ei‘

lance Parts Appliances

Ing Price = Known Cost + Mark Up
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Setting Service Rates

Techniclan Service Rates =

Labor Costs + Overhead + Profit.
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What goes into Every Service Call?
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How do you set your service
rates today”?

@ A dollar less than the guy down the street?
@ Conduct a phone survey?

@ Do you run calls for the sales department to
appease a customer?

@ Do you charge the sales department at list or
cost?
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